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INDEPENDENT AUDITOR'S REPORT

Board of Commissioners
Hospital Service District No 3 of the
Parish of Lafourche, State of Lowisiana

We have audited the accompanying balance sheets of Hospital Service District No 3 of the
Parish of Lafourche, State of Lowsiana (d/b/a Thibodaux Regional Medical Center) (the
"Hospital"} as of September 30, 2011 and 2010, and the related statements of revenue, expenses
and changes 1n net assets and cash flows for the years then ended These financial statements are
the responsibility of the Hospital's management Qur responsibility is to express an opinion on
these financial statements based on our audits

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Audiing Standards, 1ssued by the Comptroller General of the United States Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures 1n the financial statements An audit also
includes assessing the accounting principles used and sigatficant estimates made by
management, as well as evaluating the overall financial statement presentation We believe that
our audits provide a reasonable basis for our opinions

In our opinion, the financial statements referred to above present fairly, in all matenal respects,
the financial position of the Hospital as of September 30, 2011 and 2010, and the results of its
operations and its cash flows for the years then ended 1n conformity with accounting principles
generally accepted 1n the United States of America

In accordance with Government Auditing Standards, we have also issued our report dated
March 9, 2012 on our consideration of the Hospital's intemal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters The purpose of that report is to descnibe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on comphance That
report 1s an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audits



The management's discussion and analysis on pages 3 through 15 is not a required part of the
basic financial statements, but 1s supplementary information required by accounting principles
generally accepted 1n the Umited States of America We have applied certain hmited procedures,
which consisted principally of inguines of management regarding the methods of measurement
and presentation of the required supplementary information However, we did not audst the
information and express no opinion on it
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Ridgeland, Mississipp
March 9, 2012



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

This section of the Hospital Service District No. 3 of the Panish of Lafourche, State of Louisiana
(d/b/a Thibodaux Regtonal Medical Center) (the "Hospital")'s, annual financial report provides
important background mformation and management's analysis of the Hospital's financial
performance during the fiscal years ended September 30, 2011 and 2010 Please read this
section 1n conjunction with the basic financial statements 1n this report

REQUIRED FINANCIAL STATEMENTS

The basic financial statements contamned in this report are presented using Governmental
Accounting Standards Board ("GASB") accounting principles These financial statements offer
short-term and long-term financial information about the Hospital's activities

The balance sheet includes all of the Hosptal's assets and liabilities and provides information
about the nature and amounts of investments in resources (assets) and the obligations to Hospital
creditors (liabilites) The balance sheet also provides the basis for computing rate of return,
evaluating the capital structure of the Hospital and assessing the liquidity and financial flexibility
of the Hospital

All of the current year's revenues and expenses are accounted for in the statement of revenues,
expenses and changes in net assets This staterent measures changes in the Hospital's
operations over the past year and can be used to determine whether the Hospital has been able to
recover all of its costs through 1ts net patient service revenue and other revenue sources

The final required financial statement 1s the statement of cash flows The pnmary purpose of
this statement 1s to provide information about the Hospital's cash from operating, investing and
financing activities and to provide answers to such questions as where did cash come from, what
was cash used for and what was the change 1n the cash balance during the reporting period

FINANCIAL ANALYSIS OF THE HOSPITAL

The balance sheets and the statements of revenues, expenses and changes in net assets report
information about the Hospital's activities Increases or decreases in the Hospital's net assets are
one indicator of whether its financtal health 1s improving or deteriorating However, other
nonfinancial factors such as changes in the healthcare industry, changes in Medicare and
Medicaid regulations and changes in managed care contracting should also be considered.

2011 FINANCIAL HIGHLIGHTS

The following summarizes the Hospital's financial highlights for the year ended September 30,
2011



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

The Hospital generated $25,869,000 in cash from operations duning the year ended
September 30, 2011. [Investments in property and equipment totaled $6,367,000 for the 2011
fiscal year

The Hospital reported an increase in net patient services revenue of $12,143,000 in 2011 This
was a 10 percent increase compared to 2010

The Hospital's operating margin was 11 6 percent in 2011 versus 12 9 percent in 2010. The
decrease was primarily driven by an increase n the number of employed physicians and increase
in chemotherapy drug costs

Balance Sheets

The Hospital's condensed balance sheets are presented below

TABLE 1
September 30, Dollar Percent
2011 2010 Change Change
(in Thousands)
Total current assets $ 55,730 § 32,011 § 23,719 74.10%
Property, plant and
equipment, net 123,704 129,076 (5,372) (4 16%)
Investments, noncurrent 101,321 101,128 193 19%
Other 1,479 1,300 179 13 77%
Total assets $ 282,234 § 263,515 $ 18,719 7 10%
Total current hiabilities $ 12490 $ 11,738 § 752 641%
Net assets 269,744 251,777 17,967 713%
Total liabilities and net
assets $ 282234 $ 263,515 $ 18,719 7 10%

As shown in Table 1 above, total assets increased by $18,719,000 or 7 10 percent, to
$282,234,000 at September 30, 2011, up from $263,515,000 at September 30, 2010.



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

Current Assets

The increase 1n current assets resulted primanly from an increase 1n cash and cash equivalents.
At September 30, 201 1, current assets continued to exceed current habilities The current ratio
increased to 45 as of September 30, 2011 up from 2 8 as of September 30, 2010. These
calculations exclude consideration of the investments designated by the Board of Commissioners
for plant and equipment additions and replacements Including these liquid investments n the
calculations would yield substantially higher ratios

Capital Assets

Table 2 presents the components of the Hospital's capital assets at September 30, 2011 and 2010.

TABLE 2
September 30,
2011 2010

(In Thousands)
Land and land improvements $ 13,071 § 12,734
Building, fixed equipment and equipment 206,603 203,044
Subtotal 219,674 215,778

Less accumulated depreciation and amortization (96,589) (87,182)

Construction 1n progress 619 480
Net capntal assets $ 123,704 $ 129,076

During fiscal year 2011, the Hospttal invested $6,367,000 in a broad range of capital assets Net

capital assets have decreased as the Hospital has enhanced existing facilities and equipment
Annual depreciation expense was $11,712,000

In Table 3, the Hospital's fiscal year 2012 capital budget projects spending up to $22,820,000
These projects are expected to be financed from operations More information about the
Hosprtal's capital assets 1s presented in the notes to the basic financial statements

TABLE 3
Equipment purchases $ 7,820,000
Construction / renovation 15,000,000
Total 3 22,820,000




HOSPITAL SERVICE DISTRICT NQO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

Net Assets

Table 4 presents the components of the Hospital's net assets at September 30, 2011 and 2010

TABLE 4
September 30,
2011 2010
(In Thousands)
Invested n capital assets, net of related debt $ 123,704 $ 129,076
Unrestricted 146,040 122,701

$ 269744 $ 251,777

During 2011, total net assets increased $17,967,000, or 7 13 percent, as a result of revenue
exceeding expenses

The Hospital purchased $6,367,000 of capital assets during 2011, which increased the reported
amount of net assets invested in capital assets This increase was offset by depreciation expense
of $11,712,000

Statements of Revenue and Expenses

A summary of the Hospital's revenues and expenses for fiscal years 2011 and 2010 1s presented
below

TABLE 5
Years Ended September 30, Dollar Percent
2011 2010 Change Change
(In Thousands)
Revenue

Net patient service revenue  § 138,637 § 126494 % 12,143 9 60%
Other revenue 2,472 2,196 276 12 57%
Total operating revenue 141,109 128,690 12,419 9.65%




HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

TABLE 5 (continued)
Years Ended September 30, Dollar Percent
2011 2010 Change Change
{in Thousands)
Expenses
Salaries, wages and
employee benefits $ 57,277 % 51,091 § 6,186 1211%
Other operating expenses 55,789 50,754 5,035 992%
Depreciation 11,712 10,283 1,429 13.90%
Total operating expenses 124,778 112,128 12,650 11.28%
Income from operations 16,331 16,562 (231) (1 39%)
Nonoperating income 1,636 1,663 (27) (1 62%)
Revenue in excess of
expenses $ 17,97 § 18,225 § (258) (1.42%)

Net Patient Service Revenue

During fiscal year 2011, the Hospital derived 98 2 percent of its total operating revenue from net
patient service revenue Total net patient service revenue increased $12,143,000 or 9 60 percent,
in 2011 Overall activity at the Hospital, as measured by inpatient acute discharges, increased by
2 7 percent to 7,657 discharges in 2011 from 7,453 discharges in 2010. Acute patient days
increased 5.9 percent over prior year, from 29,758 in 2010 to 31,502 in 2011 The average
length of stay for acute patients, (excluding newborns), increased by 2 5 percent from 4 0 days in
2010 to 4 1 days in 2011 The Hospital experienced an increase 1n net revenue due to the
increase 1n census previously mentioned as well as increases in outpatient visits and the addition
of medical oncology services

Table 6 presents the relative percentages of gross charges billed for patient services by payor for
fiscal years 2011 and 2010

TABLE 6
Years Ended September 30,

2011 2010

Medicare (includes Medicare replacement) 50% 50%
Managed care 37 37
Medicaid 10 10
Self-pay 3 3

100% 100%




HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

Table 7 presents the components of net patient service revenue for fiscal years 2011 and 2010.

TABLE 7
Years Ended September 30, Dollar
2011 2010 Change Percent
(In Thousands)
Gross patient service charges by 473371 $ 420456 % 52915 12.58%
Contractual and other allowances
Medicare 175,055 154,956 20,099 12 97%
Managed care 92,367 79,448 12,919 16.26%
Medicaid 41,441 38,351 3,092 801%
Other 13,055 9,360 3,695 39,48%
Total contractual allowances 321,918 282,115 39,803 14.11%
151,453 138,341 13,112 9 48%
Provision for bad debts 12,816 i1,847 969 818%
Net patient service revenue Y 138,637 § 126494 § 12,143 9.60%

Gross patient service charges increased $52,915,000 or 12 58 percent from prior year primarily
due to increases 1n inpatient admissions, outpatient visits, oncology services, as well as a charge
increase that went into effect in December 2010 Net patient service revenue, before provision
for bad debts, increased $13,112,000 or 9.48 percent Total contractual allowances as a
percentage of gross patient service charges were 68 0 percent for 2011 and 67 1 percent in the
prior year

Excluded from gross patient service charges are amounts forgone for patient services falling
under the Hospital's chanty care policy. These amounts are based on established rates for the
services pravided Gross charges of $2,326,000 were forgone during the current fiscal year
compared to $2,009,000 in the prior fiscal year

The prowvision for bad debts increased to $12,816,000 from the prior year amount of
$11,847,000 This $969,000 or 8 18 percent increase 1s driven primarily by effects of the current
economic conditions



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

Operating Expenses

Employee related expenses increased $6,186,000, or 12 11 percent, to $57,277,000 in the current
fiscal year from $51,091,000 in the prior fiscal vear The increase 1s mainly due to an increase in
employees including additional employed physicians As a percentage of total revenue, these
expenses were approximately 41 and 40 percent for 2011 and 2010, respectively

Other operating expenses increased $5,035,000, or 9 92 percent, from the prior year As a
percentage of total revenue, these expenses were approxmately 40 percent for 2011 and 39
percent for 2010

Nonoperating Income

Nonoperating income 1s comprised primarily of investment income and profit from 1its surgical
and endoscopy services joint venture. Investment income consists of interest eamings on funds
designated by the Board of Commissioners. Other gains/losses that are not directly related to the
provision of healthcare services are also classified as nonoperating income Nonoperating
income decreased from the prior year primarily due to the lower interest rates 1n 2011

2010 FINANCIAL HIGHLIGHTS

The following summarizes the Hospital's financial highlights for the year ended September 30,
2010

The Hospital generated $24,993,000 in cash from operations during the year ended
September 30, 2010 Investments in property and equipment totaled $18,558,000 for the 2010
fiscal year

The Hospital reported an increase in net patient services revenue of $8,702,000 in 2010 This
was a 7 percent increase compared to 2009

The Hospital's operating margin was 12.9 percent in 2010 versus 16 5 percent tn 2009 The
decrease was primarily dnven by a decrease in inpatient admisstons



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

Balance Sheets

The Hospital's condensed balance sheets are presented below

TABLE 8
September 30, Dollar Percent
2010 2009 Change  Change
(In Thousands)
Total current assets $ 32,011 % 33,286 & (1,273) (3 82%)
Property, plant and equipment,
net 129,076 120,823 8,253 6 83%
Investments 101,128 90,666 10,462 11 54%
Other 1,300 1,230 70 569%
Total assets $ 263,515 § 246,003 § 17,512 712%
Total current liabilities 3 11,738 % 12451 § (713)  (5.73%)
Net assets 251,777 233,552 18,225 7 80%

Total liabilities and net assets $ 263,515 $ 246,003 $ 17,512 7.12%

As shown in Table 8 above, total assets increased by $17,512,000 or 7 12 percent, to
$263,515,000 at September 30, 2010, up from $246,003,000 at September 30, 2009

Current Assets

The decrease in current assets resulted primarily from a decrease in cash and cash equivalents,
At September 30, 2010, current assets continued to exceed current lilabilittes The current ratio
increased to 2 8 as of September 30, 2010 up from 2 7 as of September 30, 2009 These
calculations exclude consideration of investments designated by the Board of Commissioners for

plant and equipment additions and replacements Including these hiquid investments in the
calculations would yield substantially higher ratios

Capital Assets

Table 9 presents the components of the Hospital's capital assets at September 30, 2010 and 2009,

10



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

TABLE 9
September 30,
2010 2009

(In Thousands)
Land and land improvements $ 12,734  § 12,691
Buiiding, fixed equipment and equipment 203,044 171,499
Subtotal 215,778 184,190

Less accumnulated depreciation and amortization (87,182) (78,412)

Construction m progress 480 15,045
Net capital assets 3 129,076 3 120,823

During fiscal year 2010, the Hospital invested $18,558,000 in a broad range of capital
assets Net capital assets have increased as the Hospital has enhanced existing facilities and
equipment Annual depreciation expense was $10,283,000

In Table 10, the Hospital's fiscal year 2011 capital budget projected spending up to $13,600,000
These projects are expected to be financed from operations More information about the
Hospital's capital assets 1s presented in the notes to the basic financial statements

TABLE 10
Equipment purchases $ 7,600,000
Construction / renovation 6,000,000
Total $ 13,600,000

Net Assets

Table 11 presents the components of the Hospital's net assets at September 30, 2010 and 2009

TABLE 11
September 30,
2010 2009
(In Thousands)
Invested 1n capital assets, net of related debt $ 129,076 § 120,823
Linrestricted 122,701 112,729

$ 251,777 % 233,552

11



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

During 2010, total net assets increased $18,225,000, or 7 80 percent, as a result of revenue
exceeding expenses

The Hosprital purchased $18,558,000 of capital assets during 2010, which increased the reported
amount of net assets invested in capital assets. This increase was offset by depreciation expense
of $10,283,000

Statements of Revenue and Expenses

A summary of the Hospital's revenues and expenses for fiscal years 2010 and 2009 15 presented
below

TABLE 12
Years Ended September 30, Dollar Percent
2010 2009 Change Change
({In Thousands)
Revenue
Net patient service revenue § 126494 $ 117,793 § 8,701 7 39%
Other revenue 2,196 2,196 - 0.00%
Total operating revenue 128,690 119,989 8,701 7.25%
Expenses
Salaries, wages and
employee benefits 51,091 47,130 3,961 8 40%
Other operating expenses 50,754 43,391 7,363 16 97%
Depreciation and amortization 10,283 9.676 607 6 27%
Total operating expenses 112,128 100,197 11,931 11.91%
Income from operations 16,562 19,792 (3,230) (16 32%)
Nonoperating income 1,663 2,178 (515) (23 65%)

Revenue I excess of
expenses $ 18,225 $ 21970 § (3,745) (17 05%)

12



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

Net Patient Service Revenue

Duning fiscal year 2010, the Hospital derived 98 3 percent of its total operating revenue from net
patient service revenue Total net patient service revenue increased $8,701,000, or 7 39 percent,
m 2010 Overall activity at the Hospital, as measured by inpatient acute discharges, decreased
by 6 0 percent to 7,453 discharges in 2010 from 7,929 discharges in 2009 Acute patient days
decreased 25 5 percent over prior year, from 31,477 1n 2009 to 29,758 in 2010 The average
length of stay for acute patients, (excluding newborns), remained to 4 0 days 1n 2010 from 4.0
days in 2009 The Hospital experienced an increase n net revenue due to increases 1n outpatient
visit and the addition of medical oncology services

Table 13 presents the relative percentages of gross charges billed for patient services by payor
for fiscal years 2010 and 2009

TABLE 13
Years Ended September 30,

2010 2009
Medicare (includes Medicare replacement) 50% 49%
Managed care 37 38
Medicaid 10 10
Self-pay 3 3

100% 100%

Table 14 presents the components of net patient service revenue for fiscal years 2010 and 2009.

TABLE 14
Years Ended September 30, Dollar
2010 2009 Change Percent
(In Thousands)
Gross patient service charges $ 420,456 $ 380,007 § 40,359 10 62%
Contractual and other allowances

Medicare 154,956 140,417 14,539 10 35%
Managed care 79,448 70,689 8,759 12 39%
Medicaid 38,351 33,747 4,604 13.64%
Other 9,360 7,440 1,920 2581%
Total contractual allowances 282,115 252,293 29,822 11.82%
138,341 127,804 10,537 8 24%
Provision for bad debts 11,847 10,011 1,836 18 34%
Net patient service revenue $ 126,494 $ 117,793 % 8,701 7.39%

13



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

Gross patient service charges increased $40,359,000 or 10 62 percent from pror year primarily due
to ncreases 1n inpatient admissions, outpatient visits and additional oncology services Net patient
service revenue, before provision for bad debts, increased $10,537,000, or 8 24 percent Total
contractual allowances as a percentage of gross patient service charges were 67 1 percent for 2010
and 66.4 percent 1n the prior year

Excluded from gross patient service charges are amounts forgone for patient services falling under
the Hospital's chanty care policy These amounts are based on established rates for the services
provided. Gross charges of $2,009,000 were forgone during the current fiscal year compared to
$2,363,000 1n the prior fiscal year

The provision for bad debts increased to $11,847,000 from the prior year amount of $10,011,000
This $1,836,000 or 18.34 percent increase 1s driven primarily by effects of the current economic
conditions.

Operating Expenses

Employee related expenses increased $3,961,000, or 8.40 percent, to $51,091,000 in the current
fiscal year from $47,130,000 in the prior fiscal year The increase 1s mainly due to an increase n
employees including additional employee physicians As a percentage of total revenue, these
expenses were approximately 40 and 39 percent for 2010 and 2009, respectively

Other operating expenses ncreased $7,363,000, or 16 97 percent, from the prior year. As a
percentage of total revenue, these expenses were approximately 39 percent for 2010 and 36 percent
for 2009.

Nonoperating Income

Nonoperating income 1s comprised primanly of investment income and profit from the joint
venture Investment income consists of interest earnings on funds designated by the Board of
Commissioners  Other gains/losses that are not directly related to the provision of healthcare
services are also classified as nonoperating income. Nonoperating income decreased from the prior
year primarily due to the lower interest rates in 2010

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

While the annual budget of the Hospital 1s not presented within these financial statements, the
Hospital's Board and management considered many factors when setting the fiscal year 2011
budget. Although the financial outlook for the Hospital 15 excellent, of primary importance in
setting the 2012 budget 1s the status of the economy and the healthcare environment, which takes
into account market forces and environmental factors such as

14



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
MANAGEMENT'S DISCUSSION AND ANALYSIS
Fiscal Years Ended September 30, 2011 and 2010

¢ Medicare reimbursement changes

¢ Medicaid reimbursement changes, as well as the continuation at the current or increased
level of the Disproportionate Share and Upper Payment Limit programs

® Increased number of uninsured and working poor

¢ Ongoing competition for services

»  Workforce 1ssues primarily in nursing and other clinically skilled positions
e Cost of supplies

¢ Cost of pharmaceuticals

e Ability to continue recruiting medical staff physictans to mamntain the high level of
services offered to our service area

¢ Continued growth of service levels in the ancillary departments

¢ Impact of Healthcare Reform as 1t relates to reimbursement and employee heaith
insurance coverage

CONTACTING THE HOSPITAL'S FINANCIAL MANAGER

This financial report 1s designated to provide our citizens, customers and creditors with a general
overview of the Hospital's finances and to demonstrate the Hospital's accountability for the money 1t
receives If you have questions about this report or need additional financial information, contact
Hospital administration

15



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)

Balance Sheets
September 30, 2011 and 2010

2011 2010
ASSETS
Current assets
Cash and cash equivalents $ 33,749,160 $ 12,461,995
Investments 375,000 691,438
Patient accounts receivable, net of allowance for doubtful
accounts of $8,221,951 1n 2011 and $8,411,933 1n 2010 18,052,094 15,840,802
Interest and other receivables 28,530 39353
Inventories 2,183,032 2,076,023
Prepaid expenses 1,341,793 901,232
Total current assets 55,729,609 32,010,843
Cash and investments designated by Board for capital
asset addinons and replacements 101,321,160 101,128,336
Other assets 1,479,533 1,299,905
Captal assets, net 123,703,985 129,075,688
Total assets b 282,234 287 263,514,712
LIABILITIES AND NET ASSETS
Current liabihities
Accounts payable and accrued expenses 3 4,951,432 4,910,926
Accrued employee compensation 5,448,418 5,086,452
Amounts due to contractual third-party settlements 2,090,276 1,739,941
Total current habilities 12,490,126 11,737,319
Net assets
Invested in capital assets 123,703,985 129,075,688
Unrestricted 146,040,176 122,701,765
Total net assets 269,744 161 251,777,453
Total habilities and net assets $ 282,234,287 § 263,514,772

See accompanying notes



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
Statements of Revenue, Expenses and Changes in Net Assets
Years Ended September 30, 2011 and 2010

2011 2010
Net patient service revenue, net of provision for bad
debts of $12,815,946 1n 201 land $11,846,817 in 2010 8 138,637,146 § 126,493,772
Other operating revenue 2,471,733 2,196,149
Total operating revenue 141,108,879 128,689,921
Operating expenses
Salaries and wages 48,120,858 42,382,365
Employee benefits 9,156,441 8,708,100
Professional fees and services 8,097,312 8,484,948
Supplies and other 30,036,450 26,138,144
Purchased services 9,937,490 9,519,300
Other 7,716,607 6,611,853
Depreciation 11,712,548 10,283,373
Total operating expenses 124,777,706 112,128,083
Income from operations 16,331,173 16,561,838
Nonoperating revenues (expenses)
Investment income 241,427 505,405
Noncapital grants and contributions 69,871 75,476
Loss from disposal of capttal assets (26,246) (21,243)
Income from jont venture 1,350,483 1,103,800
Total nonoperating income 1,635,535 1,663,438
Increase 1n net assets 17,966,708 18,225,276

Net assets, beginning of year

Net assets, end of year

See accompanying notes

251,777,453

233,552,177

3 269,744,161

$ 251,777,453
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HOSPITAL SERVICE DISTRICT NO 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
Statements of Cash Flows
Years Ended September 30, 2011 and 2010

2011 2010
Cash flows from operating acuvities
Cash recerved from patients and third-party payors 5 136,787,012 §% 125,120,379
Cash payments to supphets {56,294,988) (31.897.630)
Cash payments Lo employees (56,915,333) {50,425,603)
Cash received from others 2,471,733 2,196,149
Net cash provided by operaung activities 26,048,424 24.993.295
Cash flows from noncapital and financing activities
Grants and contributions received 69,871 15,476
Cash flows from capnal and related financing activities
Acquisition of capital assets (6,367,591) {18,557.624)
Proceeds from disposal of capital assets 500 -
Net cash used in capital and financing activities (6.367,091) {18,557.624)
Cash flows from mnvesting activiies
Investment income 241,427 505,405
Purchases of funds designated by board for capital asset
additions and replacements (40,192,824) (90,462,832)
Sale and matunues of funds designated by board for capital asset
additions and replacements 40,000,000 £0.000,000
Sale of investments 316,438 375,000
Purchases of investments - (375,050)
Income distributed from joint venture 1,170,920 1,103_800
Net cash provided by (used in) investing activitres 1,535,961 (8,253.677)
Increase (decrease) 1n cash and cash equivalents 21,287,165 (2.342,530)
Cash and cash equivalents, beginming of year 12,461,995 14,804,525
Cash and cash equivalents, end of year $ 33,749,160 § 12,461,995
Supplemental disclosure of cash flow information
Loss on disposal of capital assets $ 26246 § 21.243

Reconcihation of income from operations (o net cash
provided by operating activities

Cash flows from operating activitics
Income from operations s 16,331,173  § 16,561 838
Adjustments to reconcile income from operations
to net cash provided by operating activities

Depreciation 11,712,548 10,283,373
Provision for bad debts 12,815,946 11,846,817
Changes 1n operating assets and liabihiies
Pattent accounts recervable (15,027,238) (12,623, 701)
Estimated third-party payor settlements 350,335 (611.4346)
Other recervables and other assets (429,803) (128,049)
Inventones (107,009) (233.469)
Accounts payable and accrued expenses 40,506 (766,940)
Accrued employee compensation 361,966 664,862
Net cash provided by operating acuviites $ 26,048,424 § 24,993,295

See accompanying notes



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
Years Ended September 30, 2011 and 2010

NOTES TO FINANCIAL STATEMENTS

Note 1. Organization and Significant Accounting Policies

Organization

The accompanying financial statements include the accounts and transactions of Hospital Service
District No 3 of the Panish of Lafourche, State of Lowsiana (d/b/a Thibodaux Regional Medical
Center) (the "Hospital") The Hospital 1s a nonprofit corporation orgamzed by Lafourche Parish
The Lafourche Parish Council, which i1s the governing authonty of Lafourche Parish, Louisiana,
appoints members to the Hospital's Board of Commussioners As a political subdivision, the
Hospital 1s exempt from federal income taxes under Section 115 of the Internal Revenue Code
This exemption also extends to state iIncome taxes

Basis of Accounting

The Hospital uses enterprise fund accounting whereby its financial statements are prepared using
the accrual basis of accounting  Under the accrual basis of accounting, which 1s 1n accordance with
accounting principles generally accepted in the United States of America for proprietary fund types,
substantially all revenues and expenses are subject to accrual

Pursuant to Government Accounting Standards Board ("GASB") Statement No. 20, Accounting
and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting, as amended, the Hospital applies the provisions of all relevant
pronouncements of the Financial Accounting Standards Board ("FASB") tssued on or before
November 30, 1989, unless those pronouncements conflict with GASB pronouncements FASB
Statements 1ssued subsequent to November 30, 1989, are not applicable

Budgetary Information

Budgets are prepared on a basis consistent with accounting principles generally accepted in the
United States of America, with concurrence by the governing body on an annual basis The
Hospital 1s also required by the statute of the State of Lowistana to prepare a non-appropriated
annual budget The budget 15 not subject to appropnation and 1s, therefore, not required to be
presented as supplementary information

Blended Component Unit

The financial statements include the accounts of the Hospital and its blended component unit,
Thibodaux Regional Surgical Services, Inc , as defined by GASB Statement No. 14, "The Financial
Reporting Entity” Thibodaux Regronal Surgical Services, Inc 1s a holding company that owns a 50
percent investment 1n Thibodaux Surgery Center, LLC, an ambulatory surgery center. This entity 1s
presented as a blended component unit due to its relationship with the Hospital. All intercompany
accounts and transactions have been eliminated.

19



HOSPITAL SERVICE DISTRICT NO. 3 OF THE
PARISH OF LAFOURCHE, STATE OF LOUISIANA
(D/B/A THIBODAUX REGIONAL MEDICAL CENTER)
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NOTES TO FINANCIAL STATEMENTS
Note 1. Continued

Thibodaux Regional Surgical Services, Inc. 15 a legally separate, wholly-owned entity of the
Hospital The entity 1s a non-profit corporation that 1s not subject to Federal and State income
taxes

A summary of the Hospital's significant accounting policies follow

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the Umted States of America requires management to make estimates and assumptions that affect
amounts reported in the financial statements and accompanying notes Such estimates and
assumptions could change n the future as more information becomes known, which could impact
the amounts reported and disclosed herein.

In the healthcare environment, it 1s reasonably possible that estimates regarding third-party
payments could change 1n the near term as a result of one or more future confirming events (for
example, regulatory actions reflecting local or nattonal audit or enforcement mitiatives} For most
entities with significant revenue from third-party payors, the effect of the change could be material
to the financial statements Where material exposure exists, the uncertainty regarding revenue
realization 1s disclosed in the notes to the financial statements

Allowances for doubtful accounts are estimated based on historical write-off and collection
percentages, and contractual allowances are estimated based on the terms of third-party contracts
Doubtful accounts are written off against the allowance after adequate collection effort 1s exhausted
and recorded as recoveries of bad debts if subsequently collected

Laws and regulations governing the Medicare and Medicaid programs are complex and subject to
interpretation  The Hospital believes it is in compliance with all applicable laws and reguilations
and 1s not aware of any pending or threatened investigations nvolving allegations of potential
wrongdoing. While no regulatory inquiries have been made, comphance with such laws and
regulations can be subject to future government review and interpretation as well as significant
regulatory action, including fines, penalties and excluston from the Medicare and Medicaid
programs

Cash Equivalents
Cash and cash equivalents include deposits that can be redeemed on demand and highly liquid debt

investments with an original matunity of three months or less, excluding amounts restricted as to use
by Board designation
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NOTES TO FINANCIAL STATEMENTS
Note 1. Continued

Patient Accounts Receivable

Patient accounts receivable for services rendered are stated at estimated net realizable amounts
collectible from federal and state agencies (under the Medicare and Medicaid programs), managed
health plans, commercial insurance compames, workers' compensation, employers and patients,
after deduction of allowances for estimated uncollectible amounts

The allowance for doubtful accounts 15 based on historical losses and an analysis of currently
outstanding amounts. This amount 15 generally increased by charges to a provision for bad debts,
and decreased by write-offs of accounts determined by management to be uncollectible.

[nvestments

All investments are stated at fair value based on quoted market price  Changes 1n the fair value of
investments are included in investment income,

Inventories

Inventories, consisting primarily of pharmaceuticals and medical supplies, are stated at cost based
on the first-n, first-out method or at market, whichever 1s lower.

Prepaid Expenses

Prepaid expenses are amortized over the estimated period of future benefit, generally on a straight-
line basis

Investment in Joint Venture

The Hospital has a 50 percent interest in a joint venture that provides surgical and endoscopy
services The investment in the joint venture is accounted for under the equity method of
accounting  Using this method of accounting, the Hospital's share of net income (loss) is
recognized as non-operating revenue (expenses) in the Hospital's statements of revenue and
expenses and added to (deducted from) the mvestment account The investment account is also
reduced for any dividends received The investment in joint venture is included n other assets on
the balance sheet

Capital Assets. Net
The Hospital records all capital asset acquisitions at cost, except for assets donated to the Hospital

Donated assets are recorded at fair value at the date of donation The Hospital provides for
depreciation using the straight-line method over the estimated useful lives of the assets
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NOTES TO FINANCIAL STATEMENTS
Note 1. Continued

In accordance with GASB Statement No 42, Accounting and Financial Reporting for Impairment
of Caputal Assets and for Insurance Reserves, management evaluates assets for potential impairment
when a significant, unexpected deciine 1n the service utility of a capital asset occurs

Compensated Absences

Hospital employees are granted both vacation and sick leave Accumulated vacation pay 1s accrued
at the balance sheet date because 1t 1s payable upon termination of employment Sick pay accrues,
but 1s not reflected as a hability, because 1t 1s not payable upon termination of employment.

Net Assets

The Hospital's net assets are classified into three components and are defined as follows:

* Invested in capital assets, net of related debt — this component reports capital assets,
including restricted capital assets, net of accumulated depreciation, as reduced by the
outstanding balances of any bonds, mortgages, notes or other borrowings that are
attributable to the acquisition, construction or improvement of those assets As of
September 30, 2011 and 2010, the Hospatal had no outstanding debt

» Restricted — this component reports those net assets with externally imposed constraints
placed on their use by creditors (such as through debt covenants), grantors, contributors or
laws or regulations of other governments or constraints imposed by law through
constitutional provisions or enabling legislation There were no restricted net assets at
September 30, 2011 and 2010

» Unrestricted — this component reports net assets that do not meet the defimtion of either of
the other two components

Operating Revenue and Nonoperating Income

The Hospital's primary purpose 1s to provide diversified healthcare services to individuals,
physicians and businesses in Lafourche Parish and the surrounding communities As such, activities
related to the ongoing operations of the Hospital are classtfied as operating revenue Operating
revenue includes revenue that 1s generated from direct patient care, related support services, gains
or losses from disposition of operating properties, rental income and sundry revenues related to the
operation of the Hospital

Income, gains and losses from investments not generated from operating funds and those not

directly related to the ongoing operations of the Hospital or that occur infrequently, and gifts, grants
and bequests not restricted by donors for specific purposes, are reported as nonoperating mncome.
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NOTES TO FINANCIAL STATEMENTS
Note 1. Continued

Net Patient Service Revenue

The Hospital provides medical services to government program beneficiaries and has agreements
with other third-party payors that provide for payments at amounts different from established rates.
Payment arrangements include prospectively determined rates per discharge, reimbursed costs,
discounted charges and per diem payments Net patient service revenue 15 reported at the estimated
net realizable amounts from patients, third-party payors and others for services rendered. The
percentage of total net patient service revenue derived from services furmshed to Medicare and
Medicaid program beneficiaries was approximately 50 percent in 2011 and 52 percent in 2010

Retroactive settlements are provided for in some of the governmental payment programs outlined
above, based on annual cost reports  Such settlements are estimated and recorded as amounts due to
or from third-party payors in the financial statements. The differences between these estimates and
final determination of amounts to be received or paid are based on audits by fiscal intermediaries
and are reported as adjustments to net patient service revenue when such determinations are made
As a result, there 1s at least a reasonable possibility that recorded estimates will change by a
material amount in the near term These adjustments resulted 1n increases to net patient service
revenue of $-0- in 2011 and $205,500 mn 201G Estumated settlements for the Medicare and
Medicaid programs through September 30, 2007, have been reviewed by program representatives
and adjustments have been recorded to reflect any revistons to the recorded estimates required The
effect of any adjustments that may be made to cost reports still subject to review at September 30,
2011, wall be reported in the Hospital's results of operations as such determinations are made.

Charnty Care

The Hospital provides care to patients who meet certain cniteria under 1ts charity care policy without
charge or at amounts less than its established rates Because the Hospital does not pursue collection
of amounts determined to qualify as charity care, they are not reported as revenue. Charges forgone,
based on established rates, totaled approximately $2,326,000 i 2011 and $2,009,000 in 2010.

Risk Management

The Hospital 1s exposed to various risks of loss from torts, theft of, damage to and destruction of
assets, business interruption; errors and omussions, employee njunies and illnesses, natural
disasters, medical malpractice, and employee health, dental and accident benefits Commercial
insurance coverage 1s purchased for claims arising from such matters Settled claims have not
exceeded this commercial coverage 1n any of the three preceding years

Reclassifications

Certain reclassifications have been made in the 2010 financial statements to conform with the 2011
presentation There was no impact to net assets or change n net assets, as previously reported
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NOTES TO FINANCIAL STATEMENTS

Note 2. Cash, Cash Equivalents and Investments

The Hospital reports cash, cash equivalents and investments utihzing GASB Statement No 40,
Deposit and Investment Risk Disclosures, which requires certain disclosures of investment risks
related to credit risk, concentration of credit risk and interest rate risk associated with interest-
bearing investments Such disclosures required by GASB 40 and applicable to the Hospital are
reflected below

Credit Risk

Credit risk 1s the risk that an 1ssuer of an investment will not fulfill 1ts obligation to the holder of the
investment  This 1s measured by the assignment of a rating by a nationally recogmized statistical
rating orgamzation ("NRSRO") The Hospital's investment policy, which conforms to Lowsiana
state law, does not spectfically limit investment in securities based on an NRSRO credit rating, but
the policy does designate authorized investments by type

Authonzed investments, within established guidelines, are limited to secunties of the US
government or its agencies, U.S government obligations, U S, and Louisiana municipal bonds,
interest-bearing accounts and certificates of deposits of financial institutions, open-end or closed-
end management type investment companies or investment trusts and investment trusts consisting
of pooled or commingled funds of other hospitals

Under GASB 40, unless there is information to the contrary, obligations of the U S Government are
not considered to have credit risk and do not require disclosure of credit quality The following
table presents each applicable rating grouped by investment type at fair value as of September 30,
2011 and 2010 The following investments are exempt from rating disclosure

By Investment Type 2011 2010
Cash deposits, operating funds $ 31,912,612 § 10,954,549
Certificates of deposit 375,000 40,375,000
Money market deposits 103,157,708 62,952,220
Total cash and investments $ 135445320 § 114,281,769
By Balance Sheet Category 2011 2010
Cash and cash equivalents $ 33,749,160 $ 12,461,995
Short-term investments 375,000 691,438
Designated assets by Board for capital asset
addiuons and replacements 101,321,160 101,128,336
Total cash and investments $ 135,445320 $ 114,281,769
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NOTES TO FINANCIAL STATEMENTS
Note 2. Continued

Concentration of Credit Risk

The Hospital's investment policy, in accordance with state statute, restricts investments mn U S.
agencles to 50 percent of total investments Investments in open-end and closed-end management
type investment companies and investment trusts are hmited to 20 percent of total investments. At
September 30, 2011 and 2010, management believes the Hospital complies with this policy.

GASB 40 indicates that concentration of credit nisk 1s defined as the risk of loss attributed to the
magnitude of a government's investment in a single issuer. GASB 40 further defines an at-nisk
mnvestment to be one that represents more than 5 percent of the market value of the total investment
portfolio and requires disclosure of such at-risk investments. GASB 40 specifically excludes
investments 1ssued or explicitly guaranteed by the U S. government and investments in mutual
funds, external investment pools and other pooled investments from the disclosure requirement At
September 30, 2011, the Hospital had no nvestments requiring concentration-of-credit-risk
disclosure

Custodial Credit Risk

Custodial credit risk for deposits 1s the risk that, in the event of the failure of a depository financial
mstitution, the Hospital will not be able to recover its deposits or will not be able to recover
collateral securitics that are mn the possession of an outside party The custodial credit risk for
investments 1s the risk that, in the event of the failure of the counterparty to a transaction, the
Hospital will not be able to recover the value of its investment or collateral secunties that are in the
possession of another party

The Hospital's formal investment policy 1s governed by and in conformity with Section 39:2955 of
the Lowsiana Revised Statutes, which establishes guidelines for depository and investment activity
as follows

* In accordance with statutes of the State of Lowsiana, the Hospital maintains its deposits at
financial institutions authorized by the Board of Commissioners

e The collateral for public entity deposits n financial institutions 1s held in the name of the
State Treasurer of Louisiana under a program established by the Louisiana State Legislature
and 1s governed by Section 33-2955 of the Louisiana Revised Statutes Under this program,
the Hospital's funds are protected through a collateral pool admimistered by the State
Treasurer

» Financial institutions holding deposits of public funds must pledge securities as collateral
against these deposits.

* In the event of a financial institution's failure, secunities pledged by that institution would be
hquidated by the State Treasurer to replace the pubhic deposits not covered by the Federal
Deposit Insurance Corporation
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NOTES TO FINANCIAL STATEMENTS
Note 2. Continued

In accordance with GASB 40, investments in external investment pools and i open-end mutual
funds are not exposed to custodial credit nisk because their existence 1s not evidenced by securities
that exist in physical or book entry form At September 30, 2011 and 2010, deposits and
investments requiring custodial credit risk disclosure totaled $135,445,320 and $114,281,769,
respectively, all of which were insured or collateralized in accordance with state statute.

Interest Rate Rask

Interest rate risk 1s the nisk that changes 1n market mnterest rates will adversely affect the fair value
of an investment Generally, the longer the maturity of an investment, the greater the sensitivity of
its fair value to changes in market interest rates.

Interest rate risk inherent in the portfolio 1s measured by monitoring the segmented time distribution
of the investments in the portfolio The table below summanizes the Hospital's segmented time
distribution investment maturities in years by investment type as of September 30, 2011 and 2010.

2011
Years
By Investment Type Fair Value <1
Cash deposits, operating funds $ 31,912,612 § 31,912,612
Certificates of deposit 375,000 375,000
Money market deposits 103,157,708 103,157,708
Total cash and mnvestments $ 135445320 $ 135,445,320
2010
Years
By Investment Type Fair Value <1
Cash deposits, operating funds $ 10,954,549 §$ 10,954,549
Certificates of deposit 40,375,000 40,375,000
Money market deposits 62,952,220 62,952,220
Total cash and investments $ 114,281,769 $ 114,281,769

Note 3. Accounts Receivable and Other Assets
The Hospital provides services primarily to the residents of Lafourche Pansh, Louisiana and

surrounding communities and does not require collateral prior to providing those services. An
allowance for doubtful accounts is provided n an amount equal to the estimated losses 1o be
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Note 3. Continued

incurred in collection of the receivables The allowance 1s based on historical collection
experiences and a review of the current status of the existing recervables The mix of receivables
from patients and third-party payors at September 30, 1s as follows

2011 2010
Receivable from patients and their msurance catriers $ 20,291,487 $ 18,431,415
Receivable from Medicare 5,929,638 5,767,639
Receivable from Medicaid 52,920 53,681
Total patient accounts recervable 26,274,045 24,252,735
Less. allowance for doubtful accounts (8,221,951) (8,411,933)
Patient accounts receivable, net $ 18,052,094 $ 15,840,802
A summary of other assets follows-
Other Assets
2011 2010
Assets held in trust 3 714491 $ 714,426
Investment — Thibodaux Surgical Center, LLC 765,042 585,479
Total other assets $ 1,479,533 § 1,299,905

In connection with employment contracts between the Hospital and a key officer, a provision has
been made for future compensation which is payable upon termination of employment without
cause In the event of termination without cause, an amount equal to two times the key officer's
salary would be paid out The assets held in trust are carried at fair value

Note 4. Retirement Plan

The Hospital sponsors an employee retirement plan (the "Plan™) under Section 457(b) of the Internal
Revenue Code The Plan covers all employees age 21 or older with one year of service in which at
least 1,000 hours were worked. The Plan provides that the Hospital, at its option, may make
contributions to the Plan based on a discretionary percentage of eligible employees’ base
compensation, as defined, as well as matching contributions. The Hospital's discretionary
contribution percentage was 4 percent of eligible compensation for the years ended September 30,
2011 and 2010 The Plan permits tax deferral by employees of amounts, combined with the
Hospital's contribution, up to a maximum of 25 percent of their base compensation, subject to
certain limits
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Nate 4. Continued

Employer contributions vest at 20 percent per year unti] they reach 100 percent at the end of year
five. Employee contributions are immediately vested

Retirement contributions made by the Hospital for the years ended September 30, 2011 and 2010,
totaled $1,177,857 and $991,362, respectively

Note 5. Contingencies

The Hospital participates in the State of Lowsiana Patient Compensation Fund (the "Fund") for
medical malpractice claims The Fund has a statutory limitation of habihity which provides that no
award can be rendered against it in excess of $500,000, plus interest and legal costs The Fund
provides coverage on a claims-made basis for claims over $100,000 and up to $500,000 The
Hospital 1s also msured on a claims-made basis through a commercial msurance carrier for
malpractice losses that exceed $500,000 up to $10,000,000 per occurrence, with a total annual himit
of $10,000,000, and with a self-insurance retention of $100,000 per occurrence with no maximum
amount per year 1n the aggregate

The Hospital has been named as defendant in lawsuits alleging medical malpractice Management
of the Hosputal, using information provided by its commercial insurance carrier, has accrued n the
financial statements its best estimate of probable contingent losses on these claims and on estimated
claims incurred but not reported Changes in the Hospital's medical malpractice claims hiability
amount during the past two years 1s reflected below

Current Year

Beginning Claims and
Year Ended of Year Changes in Claims End of Year
September 30, Liability Estimates Payments Liability
2011 $ 1,060,200 % 461,000 $ (421,000 $ 1,100,200
2010 $ 1,030,200 $ 447,550 $ (417,550) § 1,060,200

The Hospital 1s self-insured for workers' compensation and employee health claims up to $100,000
per claim. A hability 1s recorded when i1t 1s probable that a loss has been incurred and the amount of
that loss can be reasonably estimated. Liabilities for claims incurred are reevaluated periodically to
take mto consideration recently settied claims, frequency of claims and other economic and social
factors The Hospital purchased commercial insurance that provides coverage for workers'
compensation and employee health claims in excess of the self-insured Iimats.

The workers' compensation and employee health lLabilities at September 30 are based on the
requirements of GASB Statement No 10 This statement provides that a hiability for claims be
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Note 5. Continued

reported 1f information prior to the 1ssuance of the financial statements indicates that it 1s probable
that a Liability has been incurred as the date of the financial statements and the amount of loss can
be reasonably estimated Changes in the Hospital's workers' compensation and heath claims
liability amount during the past two years 1s reflected below

Current-Year

Beginning Claims and End
Year Ended of Year Changes in Claims of Year
September 30, Liability Estimates Payments Liability
2011 $ 1,430,030 § 4,558,023 $ (4,895323) § 1,092,700
2010 A 1,166,200 $ 5,157,972 $§ (4,894,142) § 1,430,030

Note 6. Postemployment Benefits

The Hospital sponsors another post-employment benefit ("OPEB") plan for retirees meeting certain
critenia {the "OPEB Plan") The OPEB Plan allows retirees to receive health insurance at a
nominally discounted rate until Medicare ehigible age. Benefits under the OPEB Plan as well as the
OPEB Plan's funding policy are determined by the Hospital's Board of Commissioners and can be
revised or amended at any ime Participants in the OPEB Plan contributed $61,000 and $48,000
for the years ended September 30, 2011 and 2010, respectively, through their required monthly
contributions ranging from $414 to $1,285 The Hospital's required contribution 1s on a pay-as-you-
go basis The OPEB Plan does not 1ssue stand-alone financial statements

The Hospntal's annual OPEB Plan cost (expense) 1s calculated based on the annual required
contribution of the employer ("ARC"), an amount actuarially determined in accordance with the
parameters of GASB Statement 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions The ARC represents a level of funding that, 1if paid
on an ongoing basis, 18 projected to cover normal cost each year and amortize any unfunded
actuanal hiabilities (or funding excess) over a period not to exceed thirty years The following table
shows the components of the Hospital's annual OPEB Plan cost for the year, the amount actually
contributed to the OPEB Plan, and changes in the Hospital's net OPEB Plan obligation for the years
ended September 30, 2011 and 2010
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2011 2010

Annual required contribution $ 173,750  §$ 145,000
Interest on net OPEB obhigation - -
Adjustment to annual required contribution - -

Annual OPEB cost 173,750 145,000
Contributions made (27,000) (22,000)

Increase in net OPEB obligation 146,750 123,000
Net OPEB obligation, beginning of year 123,000 -
Net OPEB obligation, end of year $ 269,750 $ 123,000

The Hospital's annual OPEB Plan cost, the percentage of annual OPEB Plan cost contributed to the
OPEB Plan and the net OPEB Plan obligation for 2011 and 2010 was as follows:

Percentage
of OPEB Net
Fiscal Year Annual Cost OPEB
Ended OPEB Cost Contributed Obligation
September 30, 2011 $ 173,750 16% h 269,750
September 30, 2010 $ 145,000 15% $ 123,000

As of September 30, 2010, the most recent actuarial valuation date, the actuanal accrued liability
for benefits was $1,328,000, and the actuarial value of assets was $-0-, resulting in an unfunded
actuanal accrued hability ("UAAL") of $1,328,000

Actuanal valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality and the healthcare cost trend Amounts
determined regarding the funded status of the OPEB Plan and the annual required contributions of
the employer are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future

Projections of benefits for financial reporting purposes are based on the substantive OPEB Plan and
include the types of benefits provided at the time of each valuation and the historical pattern of
sharing of benefit costs between the employer and OPEB Plan members to that point. The actuanal
methods and assumptions used include techniques that are designed to reduce the effects of short-
term volatihity in actuanal accrued habilities and the actuanal value of assets, consistent with the
long-term perspective of the calculations
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In the September 30, 2010 actuarial valuation, the unit credit actuanal cost method was used The
actuarial assumptions included discount rate of 4 5 percent and an annual healthcare cost trend rate
of 11 percent initially, reduced by decrements to an uliimate rate of 5 0 percent in 2021. The UAAL
1s being amortized as a level percentage of projected payroll on an open basis The remaining
amortization periad at September 30, 201 1, was 29 years

Note 7. Capital Assets

Capital assets at September 30, 2011 and 2010, and the changes for each year, consisted of the
followmg:

2011 2010

Land $ 7,350,002 % 7,017,099

Land improvements 5,720,848 5,716,988

Building and fixed equipment 137,837,845 136,332,765

Major moveable equipment 68,765,491 66,711,576

Capital assets, at cost 219,674,186 215,778,428
Less accumulated depreciation (96,588,813) (87,182,370)

123,085,373 128,596,058

Construction in progress 618,612 479,630

Capntal assets, net $  123,703985 § 129,075,688

Depreciation expense for the years ended 2011 and 2010 totaled $11,712,548 and $10,283,373
respectively
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Note 7. Continued

Capital assets activity for the year ended September 30, 2011 was as follows

Beginning Additions Retirements Ending
Capital assets not being
depreciated
Land $ 7,017,099 § 332,903 $ - 5 7,350,002
Construction 1n progress 479,630 1,488,659 (1,349,717 618,612
Total capital assets not
being depreciated 7,496,729 1,821,602 (1,349,717 7.968,614
Other capital assets
Land improvements 5,716,988 3,860 - 5,720,848
Building and fixed equipment 136,332,765 1,505,080 - 137,837,845
Maor moveable equipment 66,711,576 4,386,766 (2,332,851) 68,765,491
Total other capital assets at
historical cost 208,761,329 5,895,706 (2,332,851) 212,324,184
Less accumulated depreciation (87,182,370) (11,712,548} 2,306,105 {96,588,813)
Other capital assets, net 121,578,959 (5.816,842) (26,746) 115,735,371
Total capital assets, net $ 129075688 3§ (3,995,240) § (1,376,463) $ 123,703,985
Caprtal assets activity for the year ended September 30, 2010 was as follows
Beginning Additions Retirements Ending
Cap1tal assets not being
depreciated
Land $ 7,017,099 3% - $ - $ 7,017,099
Construction In progress 15,044,601 12,163,708 (26,728,679) 479,630
Total capital assets not
being depreciated 22,061,700 12,163,708 {26,728,679) 7,496,729
Other capital assets
Land improvements 5,657,490 59,498 - 5,716,988
Building and fixed equipment 110,411,267 25,924,505 (3,007) 136,332,765
Major moveable equipment 61,103,784 7,138,592 (1,530,800) 66,711,576
Total other capital assets at
historical cost 177,172,541 33,122,595 {1,533,807) 208,761,329
Less accumulated depreciation (78,411,561) (10,283,373) 1,512,564 (87,182,370)
Other capital assets, net 98,760,980 22,839,222 (21,243) 121,578,959
Total capital assets, net $ 120822680 % 35002930 § (26,749922) § 129,075,688
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Note 8. Operating Leases

The Hospital leases various equipment and facilities under operating leases expiring at various dates
through June 2016, Total rental expense for the years ended September 30, 2011 and 2010, for all
operating leases was approximately $1,191,000 and $1,184,000, respectively The following is a
schedule, by year, of future minimum lease payments under non-cancelable operating leases that
have initial or remaining lease terms 1n excess of one year

Year Ending
September 30, Amount
2012 b 432,733
2013 423,158
2014 414,522
2015 370,826
2016 322,313
Total $ 1,963,552

The Hospital leases office space in a medical office building and clinical facilities, generally to
members of its medical staff, under operating leases with terms ranging up to five years The future
minimum lease payments to be received from these leases follows

Year Ending
September 30, Amount
2012 $ 1,042,023
2013 477,749
2014 340,820
2015 292,475
2016 138,990
Total $ 2,292,057

The cost of assets held for lease totaled $24,845,000 and $24,797,000 at September 30, 2011 and
2010, respectively. Related accumulated amortization was approximately $5,023,000 and
$4,113,000 at September 30, 2011 and 2010, respectively

Note 9. Concentrations of Credit Risk
The Hospital grants credit without collateral to its patients, most of who are local residents and are

insured under third-party payer agreements The mix of accounts receivables from patients and
third-party payors at September 30, 2011 and 2010 was as follows
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2011 2010
Patients and their insurance carriers 82 5% 79 6%
Medicare 175 201
Medicard 00 03

100% 100%

Note 10. Governmental Regulations

The healthcare industry 1s subject to numerous laws and regulations of federal, state and local
governments These laws and regulations include, but are not necessarily limited to, matters such as
licensure, accreditation, government healthcare program participation requirements, reimbursement
for patient services and Medicare and Medicaid fraud and abuse. In recent years, government
activity has increased with respect to investigations concerning possible violations of fraud and
abuse statutes and regulations by healthcare providers Violations of these laws and regulations
could result in expulsion from government healthcare programs, together with the imposition of
sigmficant fines and penalties, as well as significant repayments for patient services previously
billed. Management believes that the Hospttal 1s in comphance with fraud and abuse, as well as
other applicable government laws and regulations While no matenal regulatory inquiries have
been made, compliance with such laws and regulations can be subject to future government review
and interpretation as well as regulatory actions unknown or unasserted at this time

Note 11. Net Patient Service Revenue

The Hospital has agreements with governmental and other third-party payors that provide for
payments to the Hospital for services rendered at amounts different from its established rates
Patient revenue 1s reported net of contractual adjustments arising from these third-party
arrangements, as well as net of provisions for bad debts A summary of the payment arrangements
with major third-party payors follows

Medicare

Inpatient acute, rehabilitation and outpatient services rendered to Medicare beneficiaries are pad
primarily by prospectively determined rates. These rates vary according to a patient classification
system that 1s based on clinical, diagnostic and other factors. Medicare bad debts and
disproportionate share payments are paid at a tentative rate with final settlement determined after
submission of annual cost reports by the Hospital and audits thereof by the Medicare fiscal
intermediary
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Medicad

[npatient and outpatient services rendered to Medicaid program beneficiaries are reimbursed based
upon a prospective reimbursement methodology (per diem) The Hospital 1s reimbursed at a
tentative prospective rate which is adjusted annually based on the annual cost reports as submitted
by the Hospital and audits by the Medicaid fiscal intermediary

Other
The Hospital has also entered into payment agreements with certain commercial insurance carriers
and preferred provider organizations The basis for payment to the Hospital under these agreements

includes prospectively determined rates and discounts from established charges

The composition of net patient service revenue as of September 30 includes

2011 2010
Gross patient service revenue $ 473,370,786 3 420,455,982
Less
Provisions for contractual adjustments 321,917,694 282,115,393
Provisions for bad debts 12,815,946 11,846,817
Net patient service revenue $ 138,637,146 $ 126,493,772

Note 12. Investment in Joint Venture

During 2007, the Hospital purchased a 50 percent ownership interest in a joint venture that provides
surgical and endoscopy services The Hospital does not have the ability to exercise sigmficant
influence over the entity The following 1s summanzed unaudited financial information for the joint
venture as of and for the years ended September 30, 2011 and 2010

2011 2010
Cash $ 1,061,164 § 870,837
Patient accounts receivable, net 653,468 519,509
Capntal assets, net 512,904 815,941
Other assets 356,121 298,072
Total assets $ 2,583,657 $ 2,504,359
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2011 2010

Current Liabilities $ 595,103 § 468,831
Long-term habilities 704,956 1,043,957
Members' capital 1,283,598 991,571

Total liabilities and capital $ 2,583,657 § 2,504,359
Net patient service and other revenues $ 7,538,625 $ 6,383,634
Operating expenses (4,837,660) (4,174,518)

Net income $ 2,700,965 $ 2,209,116

The carrying amount of the Hospital's investment in the joint venture was $765,042 and $585,479 at
September 30, 2011 and 2010, respectively

The Hospital leases space to this entity. Rental income recognized for 2011 and 2010 was
approximately $416,000 in each year.

Note 13. Recent Reporting and Disclosure Developments

Accounting Pronouncements Issued Not Yet Adopted

Governmental Accounting Standards Board Statement No. 57 ("GASB 57")

This Statement amends GASB Statement No 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions, to permit an agent employer that has
an individual-employer OPEB Plan with fewer than 100 total plan members to use the alternative
measurement method, at its option, regardless of the number of total plan members in the agent
multiple-employer OPEB Plan in which it participates Consistent with this change to the employer-
reporting requirements, this Statement also amends GASB Statement No 43, Financral Reporting
Jor Postemployment Benefit Plans Other Than Pension Plans, requirement that a defined benefit
OPEB Plan obtain an actuanal valuation The provisions of this Statement related to the use and
reporting of the alternative measurement method are effective immediately. The provisions related
to the frequency and timing of measurements are effective for actuarial valuations first used to
report funded status information in OPEB Plan financial statements for periods beginning after
June 15,2011 Management has not evaluated the effect of adopting this standard
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Governmental Accounting Standards Board Statement No. 61 ("GASB 61")

The Hospital will adopt GASB No 61, The Financial Reporting Entity Ommnibus, in fiscal year
2013 The objective of this Statement 1s to improve financial reporting for a governmental financial
reporting entity The requirements of GASB No. 14, The Financial Reporting Entity, and the
related financial reporting requirements of GASB No 34, Basic Financial Statements—and
Management's Discussion and Analysis—for State and Local Governments, were amended to better
meet user needs and to address reporting entity issues that have arisen since the issuance of those
Statements to provide guidance on information presented about the financial reporting entity and its
component units The Hospital has not evaluated the effect of adopting this standard

Governmental Accounting Standards Board Statement No. 62 ("GASB 62")

The Hospital will adopt GASB No. 62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, n fiscal year
2013 The objective of this Statement 1s to incorporate into the GASB's authoritative literature
certain accounting and financial reporting guidance that 1s included in the FASB and AICPA
pronouncements issued on or before November 30, 1989, which does not conflict with or contradict
GASB pronouncements GASB 62 will supersede GASB 20, which will eliminate the election for
enterprise funds and governments engaged in business-type activities to apply post-November 30,
1989 FASB statements and interpretations that do not conflict or contradict GASB pronouncements
The Hospital does not expect the adoption of this standard to have a significant impact on its
financial statements
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board of Commissioners
Hospital Service District No 3 of the
Parish of Lafourche, State of Louisiana

We have audited the financial statements of Hospital Service District No 3 of the Parish of
Lafourche, State of Louisiana {d/b/a Thibodaux Regional Medical Center) as of and for the year
ended September 30, 2011, and have 1ssued our report thereon dated March 9, 2012. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, 1ssued by the Comptroller General of the United States

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Hospital Service District No 3 of the
Parish of Lafourche, State of Lowsiana's (d/b/a Thibodaux Regional Medical Center) internal
control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opimion on the financial statements, but not for the purpose of expressing an
opinon on the effectiveness of the Hospital Service District No 3 of the Panish of Lafourche,
State of Louisiana's (d/b/a Thibodaux Regional Medical Center) internal control over financial
reporting Accordingly we do not express an opinion on the effectiveness of the Hospital Service
District No. 3 of the Parish of Lafourche, State of Lowsiana's (d/b/a Thibodaux Regional
Medical Center) intemnal control over financial reporting

A deficiency in mnternal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct musstatements on a timely basis A material weakness 15 a
deficiency, or combination of deficiencies, in ternal control, such that there 1s a reasonable
possibility that a material misstatement of the entity's financial statements will not be prevented,
or detected and corrected on a imely basis
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Our consideration of internal control over financial reporting was for the limited purpose
described 1n the first paragraph of this section and was not designed to 1dentify all deficiencies in
mternal control over financial reporting that might be deficiencies, sigmificant deficiencies or
material weaknesses We did not 1dentify any deficiencies 1n internal control over financial
reporting that we consider to be material weaknesses, as defined above

Comphance and Other Matters

As part of obtaming reasonable assurance about whether Hospital Service District No 3 of the
Parish of Lafourche, State of Lowsiana's (d/b/a Thibodaux Regional Medical Center) financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could
have a direct and matenal effect on the determination of financial statement amounts However,
providing an opimon on comphance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinton The results of our tests disclosed no instances
of noncompliance or other matters that are required to be reported under Government Auditing
Standards

This report 1s intended solely for the information and use of management, the Board of
Commussioners, others within the entity and the Office of the State Auditor and ts not intended to
be, and should not be, used by anyone other than those specified parties

oo 227

Ridgeland, Mississipp1
March 9, 2012
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